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ABSTRACT
Overall demand for housing in the United States will be
relatively stable over the next 15 years due to slow growth
in the household population. Demand for specific housing
products will shift in response to demographic and
economic changes.
At the lower end of the housing product continuum, demand
for rental units and modest owner occupied units will
decrease with the decline in the household formation cohort
and with a shift away from independent lifestyles. Changes
in the relative cost of tenure will favor owner occupied
tenancy. At the higher end of the housing market, the baby
boom will stimulate demand for trade up housing, but this
demand will not be as great as is generally forecasted.
In this thesis, the demographic and economic factors that
shape long range demand for housing are reviewed, first
within the context of the current housing market and then
within the context of the housing market for the period 1990
to 2005. Emerging trends are discussed, and implication for
the housing market are suggested based on structural and
historic reasoning.
Thesis Supervisor: Dr. Marc Louargand
Lecturer,
Department of Urban Studies and Planning
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CHAPTER 1: Housing Forecasts
The coming of age for the baby boom generation is widely
credited as the engine behind a strong demand for housing that
developers enjoyed over the last two decades. Individuals
born between 1946 and 1965 stimulated demand as they formed
households in great numbers. The baby boom is now poised to
begin trading up for larger and more expensive homes, as other
generations have done in later life. Because the real estate
community has been supported by the baby boom since the
1970's, they are anticipating the baby-boom's ascendance to
the move up market with high expectations.
Housing forecasters, however, are navigating unfamiliar waters
as they contemplate the market of 1990 to 2005. Age groups
within the population have never before passed between
generations of such disparity in size. In addition, the baby
boom is associated with so many new social trends that it is
unclear what lifestyles they will embrace in the future and
how their example will be accepted by other generations.
The path that the housing market takes into the twenty-first
century is of vital interest to the nation. Residential real
estate has consistently accounted for approximately 5 percent
of the gross national product, in addition to affecting the
lives of most Americans. Private residential investment was
$192 billion in 1988 with almost 1,500,000 private housing
unit starts, which employed hundreds of thousand businesses
and individuals. Beyond the ebb and flow of business
activity, our existing housing stock constitutes a large
portion of America's wealth. By one estimate, debt and equity
investment in residential real estate exceeds $6.5 trillion,
comprising approximately one third the capital of the United
States.2
Forecasting housing has become a mix of science and art, where
the forecaster must be able to both interpret statistical
trends and be sensitive to the changing attitudes of the
people. It is not simply the census, cost of housing, or
income; people's attitudes, lifestyles and the way they
organize themselves into households also factor in the
calculus of the housing market. Long range forecasters of
housing typically deal with these elements by extrapolating
existing patterns of behavior. They are somewhat insensitive
to the socio-economic undercurrents that change American's
attitudes and housing consumption habits.
The U.S Census Bureau's forecast of household formations for
the 1970's, for example, failed to foresee a new propensity
among unmarried adults to head their own households.
Originally, the Bureau estimated that between 1.3. and 1.4
million new households would form over the decade, an increase
of 30 to 40 percent over growth in the previous 10 years.3
When the trend towards rising headship rates had become
obvious in 1975, the Census Bureau issued a new set of
projections, with the "medium" assumptions implying a growth
of about 1.5 million new households per annum for the rest of
the 1970's.4 In the end, household formations for the 1970's
averaged 1.57 million households, a full 12 percent above the
Bureau's most aggressive forecast back in 1970.5
In this paper, the demographic and economic trends that have
shaped the current housing market are reviewed in Chapters Two
and Three. Emerging trends are discussed in Chapter Four, and
their implications for the United States' housing market for
the period 1990 to 2005 are suggested in Chapter Five. Using
structural and historic reasoning that attempts to be
sensitive to the social undercurrents that currently exist,
this process leads to a non-technical forecast of the housing
market that is contrary to other contemporary projections.
1- National Association of Home Builders, The Current Housing
Situation, "Housing Starts", Volume 6, No. 6
2- Louargand, Mark. "Deal Restructuring Seminar," Center
for Real Estate Development, Massachusetts Institute of
Technology, Cambridge, July 17, 1989
3- Current Population Reports, "Demographic Projections for
the United States," Series P-25, No. 476
4- Current Population Reports, "Projection of the Number of
Households and Families: 1975-1990," Series P-25, No. 607
5- Current Population Reports, Series P-20, No. 345
CHAPTER 2: Demographic Factors
Demographics are the basic units of currency for the housing
market. This chapter offers a snap shot of the recent
demographic trends in the United States as they have shaped
the housing market. Population age composition, life cycle
consumption, household formation, fertility, mortality, and
migration have all played a role. This chapter describes
these characteristics of the population and links them to
the housing consumption patterns that currently exist.
GENERAL POPULATION
The demographic factors of housing consumption begin with the
census which is tracked and forecasted by the U.S Department
of Commerce, Bureau of the Census. Through their information,
we know approximately 20 years in advance and with relative
certainty the number of people who are candidates for housing
consumption. Young adults generally enter the housing market
between the ages of 18 and 25. Shifts in fertility are echoed
by shifts in the population of householders 20 years hence.
Recent demographic changes in the United States included a
slowing of overall growth and the general aging of the
population. The growth of the resident population of the
United States, as shown in Table 2-1, slowed to an annual
rate of approximately one percent in the 1980's from almost
twice that in the 1950's. Between 1970 and 1987, the median
age of United State's population rose from 28.0 to 32.1 years.
Refer to Table 2-2. The aging of the population is the result
of decreased fertility and longer life spans.
TABLE 2-1
Resident Population of the United States: 1950 to 1985
Increase over previous
YEAR NUMBER NUMBER PERCENT
1950 (April) 151,325,798 19,161,229 14.5%
1960 (April) 179,323,175 27,997,377 18.5%
1970 (April) 203,302,031 23,978,856 13.4%
1980 (April) 226,545,805 23,243,774 11.4%
1985 (July) 238,291,000 11,745,195 5.2%
Source: U.S. Bureau of the Census, Current Population Reports,
Series P-25, Nos. 870 and 1022.
The number of young adult, mid-age adult, and elderly
Americans increased significantly in the 1970's and 1980's,
with net losses in numbers in the younger age cohorts.
Candidates for housing consumption, adults 18 years and older,
increased at the rate of approximately 2.1 percent per annum
in the 1970's and 1.4 percent in the 1980's. These increases
outpaced the 1.0 percent annual growth in the overall
population and helped fuel the housing boom of the last two
decades.
TABLE 2-2
Total Population Age Structure U.S. Total Population
(Including Armed Forces Abroad): 1970 to 1987
(thousands)
INCREASE INCREASE
AGE 1970 1980 NUMBER PERCENT 1987 NUMBER PERCENT
Total 205,052 227,704 22,652 11.0% 243,915 16,211 7.1%
Total 18 and over 135,290 164,029 28,739 21.2% 180,371 16,342 10.0%
Under 5 years 17,166 16,457 (709) -4.1% 18,252 1,795 10.9%
5 to 13 years 36,672 31,080 (5,592) -15.2% 30,823 (257) -0.8%
14 to 17 years 15,924 16,139 .215 1.4% 14,467 (1,672) -10.4%
18 to 24 years 24,711 30,347 5,636 22.8% 27,336 (3,011) -9.9%
25 to 34 years 25,324 37,593 12,269 48.4% 43,517 5,924 15.8%
35 to 44 years 23,150 25,882 2,732 11.6% 34,380 8,498 32.8%
45 to 54 years 23,316 22,737 (579) -2.5% 23,284 547 2.4%
55 to 64 years 18,682 21,756 3,074 16.5% 22,019 263 1.2%
65 years and over 20,107 25,714 5,607 27.9% 29,835 4,121 16.0%
Median Age - Year 28.0 30.0 2.0 7.1% 32.1 2.1 7.0%
Source: U.S. Bureau of the Census, Current Population Reports, Series P-25, No. 519
The Census Bureau forecasts even slower growth for the total
resident population of the United States through 2010 at an
annual rate of approximately 0.6 percent. The population of
adults, 18 years and older, will increase at the rate of
approximately 1.0 percent per annum, below the pace of the
last two decades. In particular, the census of young adults,
candidates for forming new households, will decline. The
number of mid-age adult Americans will continue to increase
significantly, and have a distinct progression from the 35-44
to the 55-65 age groups shown in Table 2-3 and Exhibit 2-3.
They are the baby boom.
TABLE 2-3
Projection of Total Population By Age: U.S. 1990-2010
(thousands)
Age Cohort Household
-----................------------------------------ Candidates
YEAR Total 18-24 25-34 35-44 45-54 55-64 65+ 18+
Population
1985 239,279 28,749 42,238 25,839 22,597 22,337 28,540 170,300
1990 250,410 26,140 43,925 37,897 25,487 21,364 31,560 186,373
1995 260,138 24,281 40,962 42,336 31,297 21,325 33,764 193,965
2000 268,266 25,231 37,149 43,911 37,223 24,158 34,882 202,554
2010 282,575 27,155 37,572 37,202 43,207 35,430 39,362 219,928
Percent Change from Previous Period
1990 4.7% -9.1% 4.0% 46.7% 12.8% -4.4% 10.6% 9.4%
1995 3.9% -7.1% -6.7% 11.7% 22.8% -0.2% 7.0% 4.1%
2000 3.1% 3.9% -9.3% 3.7% 18.9% 13.3% 3.3% 4.4%
2010 5.3% 7.6% 1.1% -15.3% 16.1% 46.7% 12.8% 8.6%
Source: U.S. Bureau of the Census, Current Population Reports,
Series P-25, No. 1018
THE BABY BOOM & THE BABY BUST
The baby boom is an anomaly that demographers track with great
interest. The baby boom is like the pig ingested by the
python. Just as we are able to observe the resultant mass
moving through the python's body as the snake digests it,
demographers observe the baby boom swelling successive age
groups of our population as these people, born between 1946
and 1965, grow older.
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The baby boom is the most significant demographic factor of
recent United States' history. Immediately following World
War II, there was a dramatic increase in live births in the
United States. At the peak of the boom, in 1957, 4.3 million
babies were born. The year before the boom began, in 1945,
2.86 million babies were born. The birth rate eventually
subsided, and in 1973, considered to be the trough of the baby
bust, only 3.14 million births were reported in the United
States. Refer to Table 2-4 and Exhibit 2-4.
TABLE 2-4
Actual Live Births by Year: U.S. Population
(thousands)
PERIOD AVERAGE
BIRTHS
* 1930 to 1934 2,453
Pre-WWII 1935 to 1939 2,421
* 1940 to 1944 2,859
* 1945 to 1949 3,474
* 1950 to 1954 3,882
Baby Boom 1955 to 1959 4,249
* 1960 to 1964 4,238
* 1965 to 1969 3,670
* 1970 to 1974 3,425
Recent 1975 to 1979 3,292
* 1980 to 1984 3,646
* 1983 to 1987 3,731
Source: U.S. National Center for Health Statistics,
Vital Statistics of the United States,
Annual; and unpublished data(various issues).
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The housing market of the past two decades was largely driven
by the baby boom. Because of its sheer size, the baby boom's
entry into the housing market at age 18 to 35 was a powerful
engine behind demand for housing for most of the 1970's and
1980's. As the population of household candidates soared,
demand exceeded supply, and the market of the last two decades
supported unprecedented levels of housing construction and
appreciation. The baby bust is now poised to enter the
housing market.
LIFE CYCLE CONSUMPTION
Demographic surveys extend beyond census counts by age group.
Of particular interest to industry is the different
consumption behaviors associated with each segment of the
population. Note in Table 2-5 and Exhibit 2-5 how age groups'
patterns of consumption are different. Armed with a typical
shopping list and a census for each age group, industry can
project levels of demand for their goods and services.
In the life cycle of housing consumption, the first housing
unit consumed is typically a rental unit, which provides
flexible and affordable housing for young adults. At
approximately age 25 to 34, as financial security increases
and relationships become more permanent, young adults shift to
owner occupied housing, albeit modest "starter housing". In
1989, the median age of first time buyers of new homes was 31.
TABLE 2-5
Average Annual Expenditures on Various Consumer Goods:
By Age: 1986, U.S.
Health
Age Food Shelter Care Other *
Under 25: 2,026 2,654 336 1,897
25 to 34: 3,117 4,588 686 2,469
35 to 44: 4,410 5,444 1,005 3,956
45 to 54: 4,439 4,966 1,172 4,412
55 to 64: 3,563 3,442 1,303 3,376
65 to 75: 3,767 2,469 1,537 2,647
over 75: 1,975 2,007 1,761 1,561
Source: U.S. Bureau of Labor Statistics,
"Consumer Expenditure Survey": Result from 1986.
* Includes entertainment, personal rare, reading,
education, tobacco and smoking supplies, cash
contributions, and miscellaneous expenditures.
With more financial security, and perhaps an expanding family,
adults at age 35-44 trade up to more spacious and expensive
housing. In 1989, the median age for trade up buyers of new
homes was 40. Empty nesters and senior citizens, who may have
reduced earnings and the need to conserve assets, may trade
down to more manageable housing but are still overwhelmingly
owners. In 1989, only one percent of first time buyers and 15
percent of move up buyers were age 55 years or older.1' 2
Life cycle consumption patterns are a key determinate in the
demand for housing and actually overshadow aggregate changes
in America's population. Mankiw and Weil affirmed that there
is a poor correlation (-0.57) between growth in total
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population and housing demand, but a high correlation (0.86)
between growth in adult population over 21 years of age and
housing demand.3 It is only through age cohort by age cohort
study of the population that the relationship between
demographics and the housing market is truly revealed.
HOUSEHOLD FORMATION
The process of analyzing demand for housing is tuned by
considering how, when, and in what numbers each population
cohort organize themselves into households. A gradient of
housing products is associated with household types, just as
it is associated with age groups. A household is defined as a
group of people occupying a housing or "shelter consuming"
unit. Each household formed is a housing unit demanded and
consumed. There are major categories of households,
distinguished by the relationship between the household
members and the household head. (By definition, a household
has only one head). A primary family household exists when
all occupants are related to the household head by blood,
marriage, or adoption. A primary individual household, on the
other hand, refers either to a person living alone or to one
living with nonrelatives. 4
Headship rate, the number of households divided by the
relevant population, indicates the propensity to form
households. Table 2-6 shows headship rates by age and
household type in 1987. Adults, age 45 to 55, were most
20
likely to form households, and favored married households.
Non-family households were most common at either end of the
age spectrum.
TABLE 2-6
Headship Rates by Age and Household Status: U.S., 1987
Households
Age Family
Group Non-
Total(1) Married(2) Fenale(3) Family(4)
15 to 24: 15.0% 9.5% 4.4% 5.9%
25 to 29: 60.2% 46.5% 11.4% 13.4%
30 to 34: 78.5% 62.5% 13.7% 11.4%
35 to 44: 91.1% 71.6% 15.4% 9.4%
45 to 54: 97.2% 79.1% 13.5% 9.5%
55 to 64: 93.9% 79.5% 10.3% 14.2%
65 to 74: 88.7% 75.9% 7.8% 24.4%
75 and over: 76.6% 58.7% 8.0% 36.6%
(1)Total Households/Male Population
:includes male households, no spouse present.
(2)Married Households/Male Population
(3)Female Households/Female Population
:no spouse present
(4)Non-Family Households/Total Population
Source: U.S. Bureau of the Census, "Current Population Reports," Series
P-25, Nos. 519, 917 and 1022. U.S. Bureau of the Census,
Current Population Reports, Series P-20, No. 424.
Back in the 1950's and 1960's, young adults advanced en masse
from their parents' households, to their own family households
by marriage. This traditional progression represented only
one of several popular options for the baby boom, and
forecasting household formations grew more precarious as was
demonstrated in the previous example of the 1970 census.
Changes in the patterns of household formation created a mix
of households that was more dynamic than in the past.
The baby boom is now recognized as a unique generation beyond
its size alone. In the 1960's, they first demonstrated their
individuality through the Peace Movement, the Love Movement,
and the length of their hair. In the 1970's they reached the
age of independence, and, like everything else, the baby boom
formed households differently from previous age groups. They
moved out of their parent's households at an earlier age than
then usual, but they did not get married; they started
non-traditional households rather than families. They lived
alone, or with roommates, or with "significant others." Those
who did marry delayed it until they were older, and those who
had children also waited until they were older, on average,
than earlier generations.
The explosion in demand for housing over the past two decades
stretched beyond the bulge in number of candidates alone. It
was fueled by an increase in the household yield that
resulted from the baby boom's preference for independent
lifestyles. Household yield is the number of households per
capita, which runs parallel to trends in independent living.
This ratio has been increasing in the United States every
decade since 1850. Between 1970 and 1979, however, when the
baby boom began to reach household formation age, the
headship rate skyrocketed, and the number of households
increased by over 25.0 percent compared to a 21.0 percent
growth in resident population, 18 years old or older.
Household yield was also influenced by an increase in the
divorce rate. Refer to Table 2-7. Mid-aged adults, 30 to
39 years old, have the highest incidence of divorce. The
percentage of this cohort that were divorced increased from
3.5 to 10.3 percent between 1960 and 1978. The unbundling of
one household through divorce or separation increases demand
for housing by creating two households where there was one.
If children are involved, the household in which they reside
remains a family household, while the single adult creates a
new single household. Through this process, divorce increase
the relative number of single households as well as the total
number of households.
TABLE 2-7
Percent Married and Divorced of the Population, 18 Years Old and over
1960 1965 1970 1975 1980 1985 1987
Percent Married
Male 76.4% 76.2% 75.3% 72.8% 68.4% 65.7% 65.5%
Female 71.6% 70.5% 68.5% 66.7% 63.0% 60.4% 60.5%
Percent Divorced
Male 2.0% 2.5% 2.5% 3.7% 5.2% 6.5% 6.7%
Female 2.9% 3.3% 3.9% 5.3% 7.1% 8.7% 8.7%
Source: U.S. Bureau of the Census, Current Population Reports,
Series P-20, No. 423.
The increase in household yield in the 1970's was a product of
the popularity of non-family and single family household.
Although people ultimately choose marriage in greater number
than ever, the baby boom took more time to define their life
long relationships. A new morality and ubiquitous financial
independence of single, working women permitted the baby boom
more options for habitation. At the other end of the age
spectrum, rising divorce rates, declining mortality rates, and
longer periods of widowhood among the older generations
further boosted household yield. Table 2-8 and Exhibit 2-8,
components of household increase, demonstrate that the
majority of the recent additions to the number of households
have been non-family households. Husband and wife, family
households still dominate, but their component of household
arrangements as a percentage of total households has declined.
FERTILITY
The total fertility rate indicates how many births a woman
would have by the end of her childbearing years if, during her
entire reproductive period, she were to experience the
age-specific birth rates for the given period. Although
sensitive to exogenous factors such as the business cycle in
the short term, the fertility rate exhibits long term
patterns. The average total fertility rate in the late
1950's, at the peak of the baby boom, was 3.7 births per
woman. Since the trough of the baby bust in 1973, the five
TABLE 2-8
Components of Household Increase
Total Net Percentage of Total Increase
Increase in ----------------------------------
Households Husband/ Other Non-
Years (1,000) Wife Families Family
1950 to 1955 4,320 50.4% 16.6% 33.0%
1955 to 1960 4,925 61.0% 3.5% 35.6%
1960 to 1965 4,452 52.4% 10.8% 36.7%
1965 to 1970 6,150 51.1% 9.7% 39.3%
1970 to 1975 7,719 28.8% 24.4% 46.8%
1975 to 1980 9,656 22.4% 18.9% 58.7%
1980 to 1985 6,013 20.6% 31.9% 47.5%
1985 to 1988 4,272 34.2% 22.7% 43.2%
Source: U.S. Bureau of the Census, Current Population Reports,
Series P-20, No. 432, 381 and earlier issues.
year moving average for total fertility has hovered around 1.8
births per woman, less than half the rate of the late 1950's.
This decline in fertility to a rate that implies a shrinking
resident population (below 2.0 births per women) set in motion
a potent matrix of long-term forces that will impact the
housing market long into the future. The baby bust is a
product of this trend in low fertility.
The baby boom, prominently in the traditional child bearing
years during the 1980's, also exhibited low fertility.
Despite this fact, actual births in the United States
increased in the 1980's due to the large numbers of baby boom
women. The number of births in 1988, 3,665,000, were up 31
percent from 1976. A boomlet is on the horizon, the prodigy
of the baby boom.
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MORTALITY
Mortality rates have changed significantly over the past 30
years with their own implications for the housing market.
First, an overall decline in death rates has meant that the
elderly consume housing for more years. Second, through the
1960's, women's life expectancy grew more rapidly than men's
life expectancy. This imbalance in longevity, 78.3 versus
71.5 years in 1987, implies a structural population of widows,
who move from family to single household status. In the
1970's and 1980's gains in longevity for men equalled, then
exceeded gains in longevity for women. If this trend were to
continue, mortality rates for males and females would converge
and the structural population of widows would diminish. Refer
to Exhibits 2-9A and B.
HOUSEHOLD SIZE
As household yield increased and fertility declined, the
average size of households was reduced. From 1960 to 1985,
the average household size dropped from 3.33 to 2.69 people.
By the mid 1980's, almost one quarter of the nation's
households contained only a single person. The median size of
household was well below the two person level, i.e. more than
half (54.9 percent) of all America's housing units were
occupied by one or two people.5 Marriage and divorce
patterns, in conjunction with reduced fertility and increased
numbers of the elderly living alone, underpined the
contemporary "reduced-scale" household.
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Tables 2-10 and 2-11 demonstrate the reduction in size of the
American household and suggest that the popularity of
non-family household formations are one reason. Exhibits
2-11A and B show the trend in overall household size, as well
as number of 1, 2, 3, 4, 5, 6, and 7 or more person households
as a proportion of all households. Note the rising prevalence
of single person households.
TABLE 2-10
Average Houshold Size by Type of Household, U.S. Total:
(Persons Per Household)
1970 1980
Total 3.14 2.76
Family Housholds 3.61 3.31
Married-Couple Family 3.66 3.35
Other Family (Male Householder) 2.99 2.92
Other Family (Female Householder 3.28 3.17
Nonfamily Households 1.12 1.19
Male Householder 1-.19 1.29
Female Householder 1.09 1.11
Source: U.S. Bureau of the Census, Current Population
Reports, Series P-20, No 381.
MIGRATION
Regional variation in demographics play an important role in
the housing market for a nation as large as the United States.
For some regions, imbalances in migration flows have been a
more significant force in growth in number of households
30
than the increases attributable to the resident population.
America's population grew by nearly 60 million people between
1960 and 1985, but two regions, the South and the West,
accounted for an impressive 80% of that increase. Migration
is an important component of household growth that has varied
radically among regions.
TABLE 2-11
Percent Distribution of Households by Size: 1950 to 1987
YEAR
Number of People ------------------------------------------
In Household 1950 1960 1970 1980 1987
1 Person 10.9% 13.1% 17.1% 22.7% 23.6%
2 Person 28.8% 27.8% 28.9% 31.4% 32.0%
3 Person 22.6% 18.9% 17.3% 17.5% 18.1%
4 Person 17.8% 17.6% 15.8% 15.7% 15.6%
5 Person 10.0% 11.5% 10.3% 7.5% 6.9%
6 Person 5.1% 5.7% 5.6% 3.1% 2.4%
7 Person or More 4.9% 5.4% 5.0% 2.2% 1.4%
Average Size 3.37 3.33 3.14 2.76 2.66
Source: U.S. Bureau of the Census, Current Population
Reports, Series P-20, Nos. 424, 381 and earlier reports.
For the entire country, a net increase in households due to
migration is attributable to international immigration which
has also favored the South and the West regions. Immigration
has concentrated in a few states, including California in the
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West, Florida and Texas in the South, and the New York and
Chicago metropolitan areas in the North. The total net growth
from national and international migration was 3.4 million in
the South and 2.2 million in the West during the first half of
the 1980's.4
DEMOGRAPHICS AND THE HOUSING MARKET
Because of demographic changes, the community of households in
the United States is quite different from its counterpart
several decades ago. It is significantly larger and its
housing consumption habits have changed. The baby boom is
largely responsible. The youngest of this cohort was 24 years
old in 1989, and the baby boom's entrance into the housing
market is essentially complete. As Exhibit 2-12A
demonstrates, the housing stock of the United States expanded
more in the 1970's to accommodate the baby boom than it did in
response to the post-World War II housing initiative.
The baby boom's impact on the housing market was first felt in
the rental stock. The vast baby boom entered the housing
market primarily as young single and non-family households.
Choice of tenure (rent versus own) is dependent upon the age
of the householder and the organization of the household.
Younger households predominantly rent while older households
predominantly own. Refer to Exhibit 2-12B. Ownership rates
for all age groups is lowest for single households and highest
for family households. Refer to Exhibit 2-12C.
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In 1970, the leading edge of the baby boom was approximately
25 years of age, and the baby boom began to stake a claim in
the starter home market. The majority of the 25 to 29 age
group elect home ownership, but non-family and single
households, the popular choice of the baby boom, remain
predominantly renters. Because they were frequently
non-family householders, many baby boomers remained renters
and the cohort's true impact on the owner occupied market was
delayed until the second half of the 1970's. -By 1989, almost
three quarters of the baby boom cohortwere likely candidates
for home ownership, and the owner occupied housing market was
basking under a tremendous surge in demand. Demand began to
soften for rental units.
The influence that the baby boom has had on the housing market
is revealed in Exhibit 2-12D. The rental housing stock, which
was in decline after World War II, rebounded in the years the
baby boom entered the housing market. The production rate of
owner occupied units, which had been declining for 30 years,
began to increase a few years later. The reversal of these
trends were coincident to the beginning of the baby boom's
interest in these housing products.
In the 1970's and 1980's, as housing production increased to
meet the demand of the burgeoning household census, new
products were offered. Under the consumer revolution of the
1960's, general industry was forced to decrease their reliance
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on mass marketing and began offering American consumers
specialties such as boutique shops, discount stores and the
Ford Mustang. Similarly, the real estate industry began to
expand the plate for a highly segmented household market.
Detached single family homes and multi-family apartments
continued to dominate, but twentieth century lifestyles
increasingly demanded non-traditional housing products such as
townhomes, condominiums, mobile homes, and gentrified urban
buildings. Exhibit 2-13 shows the complexion of housing
structures and occupancy chosen by most Americans in 1985.
Significant numbers of families without children, and
non-traditional households represented new challenges for
developers in the 1970's and 1980's. Small families are often
satisfied with smaller and more convenience oriented housing
services than households with children. Urban living,
condominiums and townhomes are popular with childless couples.
This contrasts the preference of parents with children who
generally favor the suburbs because of the strong cultural
tradition that the single family house is the proper place to
raise a family.
The high incidence of divorce trapped many mature family
households in the lower end of the housing market normally
associated with younger households. Single, divorced women
with children often have no alternative to rental or
HOUSIN G
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Multifamiliy Apartment (2
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Single Family House
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affordable housing units. Unfortunately, in 1989, they were
the fastest growing profile among poverty level households in
America. Often, both the new single household and the
remaining family household resulting from divorce occupy
rental housing.
Attendant to increases in life expectancy and the general
aging of the population, older Americans became increasingly
important consumers of housing. Senior citizens who are home
owners overwhelmingly prefer to maintain home ownership. With
increased health, affluence and mobility among older
Americans, the baby boom began to compete with this cohort for
the move up housing stock. In their later years, as senior
citizens become widowed or otherwise less self-reliant they
frequently opt for other housing products including rental
units. The elderly have special requirements, however, and
their demand for rental housing is not satisfied by the stock
of rental units geared to the general public.
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CHAPTER 3: Economic Factors
America's economy is the other prime determinate of the
nation's housing market. In this chapter, the economic trends
that have affected the housing market of the 1970's and 1980's
are reviewed. These include the prevalence of household
formations associated with low household income, gains in
household income through gains in labor force participation,
the escalation of housing costs, the increased per capita
consumption of housing and the depreciation of America's
housing stock.
Short term economic changes have a proven relationship to the
housing market. First, a slower economy implies a population
less able to afford housing services. Even people whose jobs
and businesses are not directly affected by the downturn may
become pessimistic about the economy and choose to down scale
or delay housing consumption decisions. The second, and
perhaps less obvious, impact that recession has on the housing
market is that household formation is depressed. When times
are uncertain, young adults delay the move out from under
their parent's wing. In the mature population, decisions to
uncouple existing households through divorce are also
sensitive (elastic) to the economic outlook. In truly severe
recession/depression, the extended family may consolidate
under fewer roofs as they collectively weather the economic
storm. Headship rates decline, household size increases, and
there is a resultant softening for demand for housing. Note
in Table 3-1 and Exhibit 3-1 how the recessions of 1974-5 and
1980-2 are reflected in fewer housing units started.
TABLE 3-1
New Privately-Owned Housing Units Started
(Thousands)
Structures With -
Year ------ ----
Total 1 2-4 5 +
Units Unit Units Units
1970 1,434 813 85 536
1971 2,052 1,151 120 781
1972 2,356 1,309 141 906
1973 2,045 1,132 118 795
1974 1,338 888 68 382
1975 1,160 892 64 204
1976 1,537 1,162 86 289
1977 1,987 1,451 122 414
1978 2,020 1,433 125 462
1979 1,745 1,194 122 429
1980 1,293 852 110 331
1981 1,084 705 91 288
1982 1,063 663 80 320
1983 1,703 1,068 113 522
1984 1,749 1,084 121 544
1985 1,741 1,072 93 576
1986 1,805 1,179 84 542
1987 1,620 1,146 65 409
Source: U.S. Bureau of the Census,
Construction Reports, Series C-20.
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Although America's housing market unquestionably responds to
the business cycle, most of the economic gyrations that are
popularly followed and which have immediate effect on housing
become less significant in the long term perspective. The
business cycle typically has a period of 6 to 8 years. A 10
year moving average of housing starts, shown in Exhibit 3-2,
indicates that irrespective of business cycles there has been
a trend towards increased housing production in the United
States. Not surprisingly, this moving average resembles a 20
year lag in the United State's birth census; see Exhibit 2-4.
INCOME OF VARIOUS HOUSEHOLD TYPES
Patterns of household income is a more relevant economic
factor when analyzing long term housing demand. Historically,
as people mature, so do their incomes. When people first
enter the labor market, they typically have few skills and
must settle for low wages. Workers between the ages of 35 and
55, with more experience and higher productivity, exact the
highest wages of any age group. The average income of the
labor force over age 55 begins to slip as older workers elect
early retirement or have difficulty with job transitions.
Table 3-3 and Exhibits 3-3A and B demonstrate this life cycle
of wage earnings.
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TABLE 3-3
Money Income of Households: 1987
Percent Distribution of Household by Income Level
$5,000 $10,000 $15,000 $25,000 $35,000 $50,000 $75,000
Characteristic Under to to to to to to and Median
$5,000 $9,999 $14,999 $24,999 $34,999 $49,999 $74,999 over
TOTAL
AGE OF HOUSEHOLDER
15-24
25-34
35-44
45-54
55-64
65 & +
TYPE HOUSEHOLD
Husband & Wife
Other Family
Non-Family
TENURE
Owner Occupied
Renter Occupie
6.9% 11.5% 10.6% 19.2% 16.1% 17.2% 12.2% 6.3% $25,9
13.8%
5.7%
4.3%
4.9%
7.5%
9.9%
1.8%
16.4%
11.8%
16.6%
7.8%
6.1%
5.6%
9.9%
24.5%
4.7%
30.4%
15.4%
15.8%
9.6%
6.6%
6.6%
9.5%
17.8%
7.7%
16.2%
13.7%
25.6%
22.2%
15.7%
14.0%
18.8%
22.1%
17.9%
17.9%
22.7%
15.8%
20.3%
17.5%
15.3%
15.2%
11.5%
18.2%
9.0%
15.5%
8.1%
20.4%
23.5%
20.5%
17.0%
7.9%
22.7%
6.2%
11.9%
3.6%
10.9%
17.5%
20.0%
13.7%
4.1%
17.6%
2.5%
6.4%
0.9%
3.0%
8.9%
13.1%
8.3%
2.3%
$16,2
$26,9
$34,9
$37,2
$27,5
$14,3
9.4% $34,7
1.3% $11,1
2.6% $17,9
3.8% 8.1% 8.5% 17.5% 16.8% 20.4% 16.1% 8.7% $31,9
12.3% 17.5% 14.3% 22.5% 14.8% 11.5% 5.3% 1.9% $17,2
Source: U.S. Bureau of the Census, Current Population Reports, Series P-60, No.161.
The median household income of first time home buyers was
$41,546 in 1989. The median income for move up buyers was
$55,398. With median ages of 31 and 40 years old
respectively, these housing consumer groups clearly
demonstrated a pattern of rising household income related to
age.
Choice of housing product is dependent on both social and
economic factors. Single households, comprised predominantly
of young adults who command relatively meager wage earning
MEDIAN INCOME OF HOUSEHOLDS
By Age of Householder: 1987
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capacity, have low household income and typically choose
rental or modest owner occupied housing. Family households,
frequently with dual wage earners and comprised predominantly
of older adults who command higher wage earning capacity, have
higher income and typically choose more expensive owner
occupied housing. This pattern of housing consumption is
related to lifestyle as was discussed in Chapter 2, but
relative costs weigh heavily in people's choice of housing.
Refer to Exhibits 3-3C and D. Because of the significant
number of young and/or non-family households in the 1970's,
there was strong demand for inexpensive housing services.
Home ownership has continued to be the dream of most American
householders. Even among young households, those with
qualifying income and with net worth in excess of $32,667 (the
median for all Americans) choose home ownership almost
universally in 1985.2 Such a strong preference for ownership
among the affluent young suggests that wealth, along with
life-style, is a prime factor in the life cycle consumption
patterns that are associated with housing. Americans covet
home ownership, and they have generally become owners as soon
as they can afford to be.
LABOR FORCE PARTICIPATION
A dramatic increase in the participation of women in the labor
force since the mid 1960's gave multi-individual households a
tremendous boost in income. This trend coincided with the
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entry of the baby boom generation into the work place. From
1960 to 1985, the labor force in the United States expanded by
66 percent to 107 million. Women accounted for 61 percent of
that increase. The proportion of wives working outside the
home jumped from 30.5 percent in 1960 to 54.5 percent in 1985.
As indicated in Exhibit 3-4, successive generations of women
have had higher labor force participation rates. As their
propensity to work increased, a life cycle of labor force
participation for women became more pronounced. Labor force
participation for females in their late 20's and early 30's
declined, implying a temporary departure from the labor force
to raise families.
The combined labor force participation rate for men and women
also increased. Refer to Table 3-5 and Exhibit 3-5. The
total labor force participation rate rose from 60.4 to 65.6
percent between 1970 and 1987. The Bureau of Labor Statistics
forecasts further increases in total participation through the
year 2000. For the combined rate, a decline in the labor
force participation rate for men tempered the dramatic rise in
female labor force participation. The decline in male
participation is attributed to men electing earlier
retirement and living longer as nonworking, senior citizens.
A plethora of two income households affected the housing
market both because of gains in family income and because of
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the accompanying changes in consumption patterns. Households
with higher income could afford more housing services, and
rising household income has supported the move towards
increased home ownership. Dual income households were
attracted to the convenience of new housing products such as
condominium and cooperative forms of ownership that boasted
reduced home maintenance features.
TABLE 3-5
Labor Force Participation, U.S.
Men & Women
Year Men Women
1950 86.8% 33.9%
1955 86.2% 35.7%
1960 84.0% 37.8%
1965 81.5% 39.3%
1970 80.6% 43.4% Actual
1975 78.5% 46.4%
1980 77.4% 51.5%
1985 76.3% 54.5%
1987 76.2% 56.0%
1995 75.3% 59.8% Projected
2000 74.7% 61.5%
Bureau of Labor Statistics, "Employment
and Unemployment During 1978: An Analysis
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COST OF HOUSING
The overall impact of rising household incomes on housing
consumption ultimately hinges on the relative changes in the
cost of housing. Housing prices rose rapidly over the last
two decades which to some extent blunted the benefits of
increased real household income. As shown in Table 3-6 and
Exhibit 3-6, the median sales price of existing single family
homes rose from $23,000 to $75,500 and the median sales price
of new single family homes rose from $23,400 to $84,300 for
the period 1970 to 1985. These were 228 and 260 percent
increases respectively. The cost of all housing out paced
the Consumer Price Index. Between 1970 and 1985, the U.S.
Bureau of Labor Statistics' Consumer Price Index for shelter
rose 209 percent against an increase of 177 percent for their
general index of all items.
Changes in the relative costs of owning versus renting
influences household's choice of tenure. The proportion of
owners to renters rose impressively between 1940 and 1980 due
to mass production, government financing assistance, and
rising household income. In 1980, the percentage of the
housing stock that was owner occupied was 64.4 percent
compared with 43.6 percent in 1940. The decade of the 1980's
saw a stabilization and reversal in the trend towards home
ownership, however, due to sharp increases in relative house
prices and higher mortgage interest rates.
TABLE 3-6
Median Sales Price
Privately Owned, Single Family Houses Sold
Year New Existing
1970 -------------- $23,400 $23,000
1971 -------------- 25,200 24,800
1972 -------------- 27,600 26,700
1973 -------------- 32,500 28,900
1974 -------------- 35,900 32,000
1975 -------------- 39,300 35,300
1976 -------------- 44,200 38,100
1977 -------------- 48,800 42,900
1978 -------------- 55,700 48,700
1979 -------------- 62,900 55,700
1980 -------------- 64,600 62,200
1981 -------------- 68,900 66,400
1982 -------------- 69,300 67,800
1983 -------------- 75,300 70,300
1984 -------------- 79,900 72,400
1985 -------------- 84,300 75,500
1986 -------------- 92,000 80,300
1987 -------------- 104,500 85,600
Source: U.S. Bureau of the Census and
U.S. Dept. of Housing and Urban
Development, Construction Reports, Serie
C25, New One-Family Houses Sold and For
Sale, monthly. And, National Associatio
of Realtors, Existing Home Sales,
monthly.
Since the purchase of housing in the United States is almost
universally supported by debt, the price of money, not lumber
is frequently the key to affordability. Coincident with
declining ownership rates in the early 1980's, interest rates
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were rising to levels unknown since the Civil War. In 1981
and 1982, a disintermediation in the credit market and
interest rates exceeding 16 percent sent a shock wave through
the housing market that resulted in the worst housing
production year in the post-World War II era. Rates eased in
1983 and 1984 and, although still relatively high, contract
rates of 11 and 12 percent were perceived as bargains. The
housing market rebounded and in the late 1980's ownership
rates regained their lost ground and stabilized at
approximately 64 percent.3
Although nominal interest rates maintain great significance in
the minds of home buyers, other factors in home financing are
increasingly influencing the cost of money. Inflation and the
concept that debt allows payment of current obligations with
inflated and cheaper future dollars are now well understood by
home buyers. Secondly, the favorable tax treatment of
mortgage interest payments in the United States reduces the
cost of debt by the individual's effective income tax rate.
And finally, beginning in the mid 1970's, the escalation of
front end fees by lending institution pegged the effective
interest rate to the consumer significantly above the
contract or nominal rate quoted. In sum, the real cost of
debt to the consumer is dependent upon inflation, tax
benefits, and finance charges.
The true measure of the affordability of housing in the United
States will consider household income, housing price, and the
cost of money. The National Association of Realtors publishes
a Housing Affordability Index that considers the relationship
between these factors. Refer to Exhibit 3-7. The index
equals 100 when the median family income equals the income
necessary to qualify for the leveraged purchase of the median
priced existing single family home.
The National Association of Realtor's (NAR) affordability data
suggest that median family incomes rose equal to or faster
than the cost of the median priced existing single family
home. The series demonstrates, however, the importance of the
cost of money, visa via the mortgage payment, in home
ownership. Housing affordability plummeted in the high
interest rate period of the late 1970's and early 1980's.
LEVEL OF HOUSING CONSUMPTION
What is masked in the NAR Affordability Index is the fact that
Americans were not buying the same size and quality of home.
The median size of new one-family homes sold in the United
States rose from 1,385 to 1,605 square feet in the period 1970
to 1985. In light of the shrinking size of the American
household, American consumption of larger housing constituted
a pronounced trend towards utilizing housing services less
intensively. By 1983, the total number of bedrooms contained
Exhibit 3-7
Median-Priced
Existing Monthly Payment Median
Single-Family Mortgage P & I as % Family Oualifying Aftordability Indexes
Year Home Rate** Paymentr incomer income' Income*** Composite Fixed ARM
1981 $66,400 15.12% $677 36.3% $22,388 $32,485 68.9 68.9 68.9
1982 67,800 15.38 702 35.9 23,433 33,713 69.5 69.4 69.7
1983 70,300 12.85 616 30.1 24,580 29,546 83.2 81.7 85.2
1984 72,400 12.49 618 28.2 26,433 29,650 89.1 84.6 92.1
1985 75,500 11.74 609 26.2 27,735 29,243 94.8 89.6 100.6
1986 80,300 10.25 563 23.0 29,458 27,047 108.9 105.7 116.3
1986
Nov $80,400 9.84% $557 22.8% $29,314 $26,729 109.7 105.7 119.0
Dec 80,800 9.65 551 22.4 29,458 26,430 111.5 107.1 119.8
1987
Jan $82,100 9.53% $554 22.5% $29,595 $26,578 111.4 108.6 118.8
Feb 85,000 9.21 557 22.5 29,417 26,732 111.1 108.3 118.0
Mar 85.600 9.09 555 22.3 29,868 26.661 112.0 109.8 119.5
Apr 85,000 9.09 552 22.1 30,005 26,475 113.3 111.3 121.2
May 85,200 9.27 562 22.4 30.142 26,963 111.8 109.0 120.0
Jun 85,200 9.38 567 22.5 30,279 27,224 111.2 105.5 121 9
Jul 86,200 9.41 575 22.7 30,416 27,616 110.1 101.9 119.5
Aug 85,100 9.40 567 22.3 30,553 27.240 112.2 103.8 121 3
Sep 85,100 9.25 560 21.9 30.689 26.884 114.2 104.7 122.8
Oct' 84.800 9.22 557 21.7 30,827 26.718 115.4 104.2 123.7
Nov' 84.200 9.32 558 21.6 30,963 26,764 115.7 104.0 123.0
r Revised
p Preliminary
Index equals 100 when median family income equals qualifying income
Eftective rate on loans closed on existing homes-Federal Home Loan Bank Board.
Based on current lending requirements of the Federal National Mortgage Association
National Association of Realtors
using a 20 percent oown payment
HOUSING AFFORDABILITY INDEX*
INDEX
Source: National Association of REALTORS
within our housing stock was estimated to be in excess of 236
million which virtually matched the United States' population
total. 4 Since married couples generally share a bedroom, there
was a gross excess of bedrooms in our housing stock.
Quality of housing unit is the other, less tangible component
of housing consumption, and it appears that Americans consumed
housing services of higher quality as well as larger size. In
1963, the U.S. Bureau of the Census began collecting
information on 10 physical characteristics of new homes sold
from which they compute a price index that attempts to
compensate for changes in quality, including valuation of lot.
Refer to Table 3-8 and Exhibit 3-8. According to their
findings, for the period 1963 to 1985, the sales price of
homes of constant quality escalated 415 percent from $23,400
to $97,100, while the average sales price of homes actually
sold escalated 522 percent from $19,300 to $100,800. This
suggests a long term trend towards somewhat higher quality.
Because the median home in America in 1985 was larger and of
better quality than in the past, the NAR's Affordability Index
understates gains in affordability. Gains in household income
did increase the financial reach of Americans to homes of
constant size and quality. This fact, along with rising
ownership rates, indicate that housing became increasingly
affordable. From 1970 to 1980, Exhibits 3-9A and B show
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TABLE 3-8
Price Index of Houses Sold in the United States: 1963 to 1985
Price Index of New One-Family Houses Sold,
Including Value of Lot Average Sales Price For:
Kinds of Houses Houses
Region Sold in 1977 Actually
Year United ------------------------------------- (Estimated from Sold
States Northeast Midwest South West Price Index) Each Year
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
43.2
43.5
44.4
46.2
47.5
50.0
53.1
55.3
58.3
62.1
67.5
73.8
81.7
88.7
100.0
114.5
130.8
145.2
157.4
161.5
165.5
171.9
176.4
43.5
41.3
43.5
46.4
48.1
52.9
57.5
61.5
65.6
70.4
76.1
82.9
89.8
93.6
100.0
111.1
126.1
138.5
149.7
157.3
164.0
181.2
1,590.0
45.3
43.8
45.5
48.1
50.0
53.3
58.2
58.2
60.4
64.2
69.2
74.8
82.5
89.9
100.0
114.3
127.9
135.4
147.2
153.4
150.0
157.5
158.6
46.6
47.6
48.1
50.4
51.2
53.4
56.9
58.7
63.3
67.2
71.7
77.4
85.1
91.1
100.0
112.2
128.5
144.3
158.4
164.9
168.0
173.8
178.4
39.9
40.8
41.0
42.3
42.7
43.7
47.7
48.8
50.1
53.5
60.1
67.8
76.2
84.6
100.0 *
118.5
136.5
154.2
164.8
166.4
172.0
171.0
176.1
$23,400
23,600
24,000
25,100
25,800
27,100
29,200
30,000
31,600
33,600
36,600
40,000
44,300
48,100
54,200
62,100
70,900
78,700
85,300
87,600
89,700
93,200
97,100
$19,300
20,500
21,500
23,300
24,600
26,600
27,900
26,600
28,300
30,500
35,500
38,900
42,600
48,000
54,200
62,500
71,800
76,400
83,000
83,900
89,800
97,600
100,800
Price Index Definition (abridged): Started in 1963, the price index is
intended to measure changes over time in the sales prices of new one-family
houses which are the same with respect to ten important characteristics as the
houses sold in the United States in 1977. The ten characteristics are: floor
area, number of stories, number of bathrooms, air-conditioning, type of
parking facility, type of foundation, geographic division within region,
metropolitan area location, presence of fireplace, and size of lot. The ten
characteristics account for approximately 67 percent of the variation in
selling price of new one-family houses. The price index has been structured
so that 1977 equals 100.
Source: Bureau of the Census, construction Reports, Series C-25,
Characteristics of New housing.
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that ownership rates increased dramatically for married
couple, family households and increased moderately for single
households. Ownership declined for "other family" households
which are predominantly formed through divorce or the death
of a spouse.
Some of the rise in housing consumption per capita can be
attributed to other than hedonistic behavior. As households
become smaller, common space such as hallways and living rooms
were amortized over fewer people. There is an economy of
scale associated with housing services. As the percentage of
working occupant rises, as in the two income family, a shift
from labor to housing capital may be indicated to accommodate
time savings amenities like dishwashers and extra bathrooms.
Finally, because the cost of changing residences is high, for
shrinking households, like empty nester, the economy of moving
to proportionally constant sized homes is discounted.
Having noted this qualification, it still remains that
Americans consumed more housing over time, and their appetite
for housing was relatively elastic with gains in household
income. The National Association of Home Builder's 1989
survey indicated that the median annual mortgage cost of new
single family homes as a percentage of combined household
income was approximately 20 percent for both first time and
move up home buyers.5 A constant housing payment as a
function of income implies rising consumption when incomes
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are rising. One explanation for American's propensity to
spend more on larger and higher quality housing is the
perception of the home as an investment vehicle in addition to
a consumption good. The anticipation of favorable returns on
investment in home ownership was economic justification for
escalating levels of housing consumption.
DEPRECIATION OF THE HOUSING STOCK
There was an incessant level of demand for housing in the
United States caused by the retirement, demolition and
conversion of housing units to other uses. Even with the
record high levels of construction in housing units over the
last two decades, the majority of America's housing stock was
built prior to 1970. Table 3-10 shows the age distribution
of America's housing stock. For total housing stock,
estimates of replacement rates range from 0.2 to 0.9 percent.
Rental stock has a higher replacement rate than that of the
overall stock primarily because of the older age of rental
housing stock.
TABLE 3-10
Age Distribution of Housing Stock
(Units in Thousands)
Year Built Year-Round Owner Occupied Renter Occupied
Housing Units
Units % Units % Units %
Total 88,424 100% 56,145 100% 32,280 100%
1980 or later 8,329 9.4% 5,534 9.9% 2,796 8.7%
1970 to 1979 23,338 26.4% 14,128 25.2% 9,254 28.7%
1960 to 1969 14,950 16.9% 10,035 17.9% 4,915 15.2%
1950 to 1959 12,794 14.5% 9,419 16.8% 3,376 10.5%
1940 to 1949 7,920 9.0% 5,001 8.9% 2,919 9.0%
1939 or earlier 21,051 23.8% 12,029 21.4% 9,022 27.9%
Median Year 1962 1962 1962
Source: Bureau of the Census, Annual Housing Survey, 1983
1- Ahulwalia, Gopal.
Buyers," Housing
latest survey of
"First Time Buyers Versus Trade-Up
Economics, June, 1989 (Report on NAHB's
new home buyers).
2- U.S. Bureau of the Census. Current Population Reports,
series P-70, No. 7, 1984.
3- National Association of Home Builders.
Housing Situation," June, 1989, Vol.6,
"The Current
No.6.
4- Hughes, James W. and George Sternlieb. "The
America's Housing," Center for Urban Policy
Rutgers, New Brunswich, 1987, p. 178
Dynamics of
Research,
5- Ahulwalia.
CHAPTER 4: Future Trends
The United States' housing market in 2005 will be shaped by
the demographic and economic environment over the next 15
years just as the housing market that currently exists was
shaped by the environment we have described in Chapters 2 and
3. Future changes in the size and age distribution of the
population are easily understood with the information already
available from the Bureau of the Census. The challenge for
housing forecasters is predicting America's future
socio-economic profile.
As we have seen, the way in which Americans organize
themselves into families and households, their lifestyles and
consumption habits, the incomes they command, and the price of
housing services are factors that strongly influence the
United States housing market. These characteristics change
with time and simply projecting current trends is a flawed
methodology for forecasting housing. If mistakes made in the
past are an indication, then the Achilles' heel of the current
housing market projections is our lack of understanding of the
dynamics of the social and economic environment. In this
chapter, we will speculate on the demographic and economic
environment of the next 15 years. We paint a picture that is
contrary to many current forecasts.
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POPULATION
Baby boomers will continue to dominate the demographic picture
for the housing market through the year 2005. In 1989, they
range in age from 24 to 43. The baby boom is moving through
middle age, and their leading edge has staked a claim in the
move up housing market. The household formation baton is
being passed to a much smaller baby boom generation. Fewer
people age 18-34 translates into fewer candidates for
household formation and suggest a smaller market initially for
rental, then starter housing. At the same time, the baby boom
generation will swell the ranks of the middle aged, 35-55, and
this suggests a larger market for move up housing.
Because the baby boom is already firmly entrenched in the
housing market, their role in the housing market will be
fundamentally different than it was in the 1970's and 1980's.
They no longer represent new demand for housing. The
traditional household formation age group is now the domain of
the baby bust cohort. Growth in candidates for housing
consumption, adults 18 years and older, will increase at an
annual rate of only one percent per year through 2010, well
behind the 2.1 percent pace set by the baby boom in the
1970's. From 1990 to 2005, the baby boom will make their mark
in the housing market not by increasing the level of demand
for the aggregate as they did it the past, but by shifting
demand for specific housing products.
LIFESTYLES
In Chapter 2 we examined lifestyles and attendant patterns of
housing consumption as a function of age. As we project into
the future, differences between generations must be respected.
For example, the baby boom, which grew up in a period of
affluence, has somewhat different attitudes at all ages than
their parents, who grew up in the great depression. The
majority of housing forecasts simply project life cycle
consumption patterns that currently exist, and do not consider
nuances between generations. Patterns of consumption will
change.
New attitudes are emerging in America that will decrease the
popularity of the independent lifestyle that has pushed
housing demand upward. Traditional values are regaining
popularity. Just as the Anti Establishment Movement of the
1960's may have been the precursor to the relaxation of
traditional values of the last twenty years, today's "causes"
such as the Moral Majority and the Right to Life may portend
the swing of the social pendulum back towards traditional
values.
The AIDS epidemic has exacted a horrifying price on casual,
sexual relationships. The dramatic increase in independent
household formations over the last twenty years was, at least
in part, founded on a sense of freedom about extramarital
relationships. The threat of AIDS and other sexually
transmitted diseases may reverse the trend toward casual
relationships and increase the level of commitment expected
between sexually active partners. The decline, since 1960, of
the percentage of young Americans who are married has created
a large population of single and non-family households. Refer
to Table 4-1 and Exhibit 4-1. While postponing marriage may
remain popular, there will be an evolution among segments of
the non-family households in which their characteristics and
housing consumption patterns begin to mimic family households.
TABLE 4-1
Percent Single and Once Married Women:
Percent Single (Never Married)
1986 1980 1970 1960
1986, 1980, 1970 and 1960
Percent Married or Once Married
1986 1980 1970 1960
20 to 24 57.9% 50.2% 35.8% 28.4% * 42.1% 49.8% 64.2% 71.6%
25 to 29 28.1% 20.9% 10.5% 10.5% * 71.9% 79.1% 89.5% 89.5%
30 to 34 14.2% 9.5% 6.2% 6.9% * 85.8% 90.5% 93.8% 93.1%
35 to 39 14.2% 6.2% 5.4% 6.1% * 85.8% 93.8% 94.6% 93.9%
40 to 44 5.5% 4.8% 4.9% 6.1% * 94.5% 95.2% 95.1% 93.9%
45 to 54 4.7/ 4.7% 4.9% 7.0% * 95.3% 95.3% 95.1% 93.0%
55 to 64 3.9% 4.5% 6.8% 8.0% * 96.1% 95.5% 93.2% 92.0%
Over 64 5.2% 5.9% 7.7% 8.5% * 94.8% 94.1% 92.3% 91.5%
Source: U.S. Bureau of the Census, Current Population Reports,
Population Characteristic, Series P-20, No. 418
Marital Status and Living Arrangements: March 1986,
Table A, page 6.
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Non-married, but committed couples are now generally accepted
by society. With regard to the housing consumption, the
distinction between this type of independent household and the
traditional family household has already blurred. Barriers to
entry to home ownership are no longer a problem for unmarried
couples as mortgage credit for unmarried couples has become
accessible and as labor force participation among young adults
increases. As was shown in Exhibit 3-9A, ownership rates rose
between 1970 and 1980 for non-family households.
Independent lifestyles will also decline due to a decrease in
the divorce rate. There is a statistically significant
relationship between the age at which vows are taken and the
likelihood of divorce. A United Kingdom study revealed that
the older one marries, the less chance of marital breakdown,
and in the U.S. this theory is corroborated by data from the
National Center for Health's statistics.1 Because the age at
which Americans marry increased with the baby boom, people
are more likely to have successful marriages and the divorce
rate will decline. Most housing forecasters are simply
projecting a pattern of increasing divorce rates. Tables and
Exhibits 4-2 and 4-3 are evidence to the contrary.
As independent living in the United States declines, this will
contribute to lower demand for the housing services associated
with independent households; it will contribute to higher
demand for the housing services associated with family
households. Again, unmarried, but well established households
have become more closely aligned with traditional family
housing consumers.
TABLE 4-2
Percent Distibution of Divorces
by Age at Time of Marriage
U.S.: 1985
Age at Time of Marriage
Percent
Distribution
of Divorces
WOMEN MEN
Total -------------- 100.0% 100.0%
Under 20 ------------------- 32.6% 14.2%
20-24 ------------------- 36.7% 41.4%
25-29 ------------------- 14.4% 20.5%
30-34 ------------------- 7.2% 10.3%
35-39 ------------------- 4.0% 5.5%
40-44 ------------------- 2.3% 3.4%
45 & Older ------------------- 2.9% 4.8%
Source: National Center for Health Statistics,
Vital Statistics of the United States,
annual and monthly Vital Statistics Reports.
The clues that the heyday of independent lifestyles is over
have been ignored by most housing forecasters. Although
reduced demand for rental units and starter housing units is
almost universally predicated, most forecasts attribute this
solely to the well known coming decline in the household
formation population, the 18 to 35 year old age cohort. By
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simply projecting the 1970's and 1980's trends of increased
independent living, analysts generally predict an increase,
rather than a decrease, in the headship rate for independent
households. They posit a continued American love affair with
independent living as a mitigating factor in the decreased
demand for housing caused by the baby bust. In fact, the
rental and starter housing market will suffer from both
decreases in the young adult population and a shift away from
independent lifestyles.
TABLE 4-3
Median Age at First Marriage by Sex: U.S. 1970-1986
Age
Year WOMEN MEN
1890 -------------------- 22.0 26.1
1900 -------------------- 21.9 25.9
1910 -------------------- 21.6 25.1
1920 -------------------- 21.2 24.6
1930 -------------------- 21.3 24.3
1940 -------------------- 21.5 24.3
1950 -------------------- 20.3 22.8
1955 -------------------- 20.2 22.6
1960 -------------------- 20.3 22.8
1965 -------------------- 20.6 22.8
1970 -------------------- 20.8 23.2
1975 -------------------- 21.1 23.5
1980 -------------------- 22.0 24.7
1985 -------------------- 23.3 25.5
1986 -------------------- 23.1 25.7
Source: U.S. Bureau of the Census, Current Population Reports,
Population Characteristic, Series P-20, No. 418,
Marital Status and Living Arrangements: March 1986,
Page 6, Table B.
80
PERCENT DISTIBUTION OF DIVORCES
BY AGE AT TIME OF MARRIAGE
45.0%
40.0%
35.0%
30.0%
25.0%
20.0%
15.0%
10.0%
5.0%
0.0%
20-24 25-29 30-34 35-39 40-44 45 & Older
Age at Time of Marriage
= Women
Under 20
Men
AGE AT FIRST MARRIAGE
1930 1950 1970
YEAR + Men
1890 1910
0 Women
1990
MEDIAN
FERTILITY
Despite the relatively low total fertility rates reported to
date for the baby boom, fertility in America will increase
with short term as well as long term implications for the
housing market. In the mid 1970's, Leon Bouvier speculated
that the United States' total fertility rate of 1.8 children
per women might simply be an aberration resulting from some
delayed childbearing.2 A decade later, however, the rate had
still not risen. Only recently has the Census Bureau reported
data that may support Bouvier's theory.
As recently as June, 1989, the Census Bureau offered
evidence that delay in childbearing may in fact have been
distorting the total fertility rate. It appears that women
today between the age of 30 to 39 are far more fertile than
their counterparts of a decade ago. The percentage of births
to women in their 30's has increased from 19 to 33 percent
from 1976 to 1988. Moreover, childless wives, 30 to 40
years old, still planning to have children has increased from
34 to 54 percent. Since the total fertility rate is the
compilation of age specific fertility rates, the reduction in
fertility rate as reported over the last fifteen years may be
a reflection only of a trend in the United States away from
women bearing children in their teens or twenties. The low
fertility among women to age 30, which lowered the total
fertility rate reported to date, will be compensated by high
fertility in women once they age past 30.
A resurgence in fertility would be consistent with several
trends that we currently observe in society. Women who
resisted maternity in favor of careers, are increasingly able
to strike a balance. Work and motherhood mix better today
than ever before, particularly for mid-career women. .The
percentage of mothers who had children in the 12 months ended
June 1988 and who were working or looking for work reached a
high of 50.9 percent, up sharply from 31 percent in 1976.
Older mothers, over 30, are more likely to be in the labor
force than younger mothers by a margin of 54 to 46 percent.3
Other factors will support rising fertility in the shadow of
rising labor force participation for women. The government is
easing the financial consequences of having children.
Congress increased the tax deduction for dependents in the
1986 Tax Reform Act, and, more recently, congress passed a
sweeping child care provision bill. Congressional debate on
the later evolved around facilitating women's participation in
the labor force, rather than on the moral imperative of
nurturing future generations. The Legislature is well aware
of the looming labor shortage caused by the shrinking size of
the younger population than industry relies upon. Businesses
are doing more to accommodate their employee's family agenda
through more favorable maternity leave and by even offering
day care programs. Finally, through advances in medicine,
women have more time to accomplish both professional and
family agendas. There is increasing confidence that a
pregnancy postponed until a woman's late 30's to early 40's
will still be successful.
The impact that increased fertility will have on the overall
demand for housing will not be felt until well into the
twenty-first century. In the next decade, however, an
increase in fertility would suggest a shift in demand for
specific housing products. Yuppie couples have a predilection
towards convenience that has spurred the demand for townhomes,
condominiums and urban locations (gentrification). Parenthood
stirs the demand for larger and more traditional housing
services. Increased fertility among the baby boom could
reinforce the suburbanization of households by new parents who
want to raise their families in owner occupied, detached
residences with yards.
THE BABY BOOM AND THE BABY BUST
Traditional life cycle consumption patterns may break down
when two generations of enormously different size move through
the housing market. As their parents did, baby boomers are
expected to seek upscale housing as their income and families
expand. To fulfil this American dream, however, the baby boom
will have to find a market for their existing, starter homes.
Because the baby boom is followed by a significantly smaller
generation, a slack demand for starter homes may depress
prices.
In their paper, "The Baby Boom, The Baby Bust, and The Housing
Market", Mankiw and Weil's goal was to "construct a variable
on the aggregate demand for housing given information only on
the age composition of the population. "4 Based upon a
cross-sectional estimate of housing demand by age using 1970
statistics, they concluded that there is a strong relationship
between a demographically driven housing demand variable and
the price of housing. Mankiw and Weil reported that a one
percent increase in housing demand leads to a five percent
increase in the real price of housing. A three percent per
annum fall in real housing prices is forecasted due to a
reduced census in the housing formation age cohort, and this
"implies that real housing prices will fall by a total of 47
percent by the year 2007."
Other economists have presented papers that tend to contradict
Mankiw and Weil's basic thesis, that there is a strong
relationship between housing demand and prices. In their
paper, "The Determinants of Housing Inflation in the 1970's."
Wheaton and Ferguson attempted to evaluate various
explanations for housing inflation and determine the relative
importance of demand, supply, and regulatory factors in
driving housing cost upward. They concluded that there was
"no simple relationship .... between housing price inflation
and the growth in housing consumption. "5
Mankiw and Weil's work is important, however, because it
raises issues about how the housing market will respond to the
certain decline in the household formation population.
Unfortunately, their paper is largely based on questionable
assumption. First, should the age specific demand for housing
that households exhibited in 1970 be projected to the year
2007. Second, would a dramatic reduction in the price of
housing influence the household headship rate, thereby
fortifying demand. Third, would a drop in the price of houses
discourage new construction, thereby allowing excess supply to
be consumed through absorption and depreciation. Finally, how
will the baby boom react to devaluation of their housing
stock. Would they support a free fall in housing prices by
offering their homes for sale at any price? Are their dreams
of move up housing hinged upon the appreciation in value of
their existing homes?
Although life cycle consumption patterns are valid tools in
forecasting, it is precarious to project 1970's age specific
demand for housing through a 47 percent free fall in home
prices. As we have discussed, the attitudes of the 1990's
generation will not mirror the attitude of the 1970's
generation. More significant for Mankiw and Weil's analysis,
a fundamental change in price of housing services would shift
its demand curve so completely that any previous levels of
demand would be invalid comparisons. If housing became more
affordable, choice of tenure, for example, would shift in
favor of home ownership.
Since headship rate is influenced by the cost of housing, a
devaluation of the existing starter home stock would tend to
stimulate the formation of new households. Sternlieb and
Hughes argued that there is a complex linkage between
household formation and the availability of affordable
housing. The availability of affordable residential
accommodations may not merely reflect but also shape the
profiles of demand and household formation rates. 6 The decline
of real apartment rental rates in the 1970 is cited as a
contributing factor in the record level rates of household
formations during that period.
The fact that new construction depends upon demand is self
evident. If the price of homes were to drop significantly,
profit in new construction would evaporate. Land values and
construction costs would not fall with housing prices. The
reaction of the housing market to the business cycle has
proven that when supply is excessive and prices fall, housing
starts diminish immediately.
Perhaps the most interesting question raised by Mankiw and
Wiel's work is how the baby boom's quest for move up housing
would be affected by a soft market for their existing stock.
As discussed earlier in this paper, America's utility for
housing has been very elastic, exceeding their consumption
needs alone. This is at least in part explained by the
investment attributes of home ownership. As long as there is
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confidence that a financial investment in the home will have a
satisfactory return, Americans have been willing to spend
increasing sums on housing services as their household incomes
have risen.
If confidence in home ownership as an investment was shaken by
a devaluation of household's investments, homes would be
viewed more as a consumption good, of which existing stock
could be utilized more intensively. Since the average size
of households is relatively small, from a housing consumption
perspective, there is the implied potential that higher levels
of housing consumption may be more discretionary than they
were in the heyday of large families. For these reasons, if
housing is perceived as an inferior investment, additional
investment in housing services would not follow increases in
household income and would not be as elastic as it has in the
past. Housing expenditures would decline as a percentage of
income.
IMMIGRATION
The 1987 Immigration Control Act put teeth in the United
State's immigration laws by making it illegal for businesses
to hire illegal aliens. Since this Act will affect a cohort
that the Census has few statistics on, it is difficult to
gauge the ramifications of curbing illegal aliens entry into
the mainstream of American life. Still, it seems likely that
in the areas where immigration has been high, the entry level
labor force and the entry level housing market will be
adversely influenced.
INCOME AND THE ECONOMY
Household income will continue to rise into the twenty-first
century. Women's participation in the labor force will
continue to rise as will total participation. Refer back to
Table 2-5. Female participation now surpasses 50 percent but
may be tempered by the anticipated surge in childbearing by
baby boom women in their 30's. As discussed above, however,
many factors are facilitating the ability of women with
children to work.
A more significant force to boost household income will be the
baby boom generation's migration into the prime earning years
of their careers at age 35 to 55. Income is age dependent,
and the baby boom will ride into the next century on the crest
of this relationship.
A productive and experienced baby boom, fortifying America's
work force, bids well for the economic health of our nation.
Easterlin theorized that large generations are at a lifetime
disadvantage in the labor market because of over supply and
they therefore have relatively low wages. Small generations
are, by contrast, in short supply and thereby advance rapidly
and command high wages throughout their life times. 7
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But Easterlin failed to consider the impact that the labor
force has on the United State's economy as a whole. In sync
with the economic burden of the 1970's, when industry had to
absorb the vast baby boom of inexperienced, low productivity
workers, the economy has the potential to be robust in the
next two decades because of the plentiful supply of highly
productive workers. Ultimately, wages are tied to the
prosperity and productivity of the economy as a whole.
One cloud on the economic horizon is the anticipated shortage
of entry level workers. The economy relies on the 18 to 24
year old age cohort to fill entry level jobs, and this cohort
will decline in numbers with the coming of the baby bust. In
addition, the new immigration laws discussed above may
exacerbate the shortage of entry level workers by choking off
a traditional flow of workers from across the border. Not
only is there concern over a decline in numbers of entry level
workers, there is also doubt as to whether our educational
system is offering sufficient training to meet the increased
demands of future entry level jobs.
Although the forecast for America's entry level work force is
bleak, there may be a silver lining. With regard to household
income, entry level workers should command high real wages
because they are in short supply. Secondly, and with regard
to the economy as a whole, the shortage of cheap labor may
spur capital investment by industry. Increased capital
investment, which implies further reliance on technology,
would ensure America long term gains in competitiveness and
productivity. Such investment could be supported by the
increase in the personal savings rate attendant to the
increase in numbers of mid aged workers.
In sum, household income for the next fifteen years should
continue to rise. Stable or increased female participation in
the labor force will secure the gains of the past two
decades realized through multiple income households . The baby
boom, as mature and productive workers, will enjoy the peak
earning period of their working lives. The baby bust, as
entry level workers in short supply, have the potential to
command higher than normal entry level wages. A shortage of
entry level workers will be a detriment to the economy, but
industry could overcome and even surpass this detriment with
increased capital investment supported by a higher saving
rate. The increased productivity that- industry may achieve
through the plentiful supply of mid aged workers and increased
capital investment may be the rising tide that raises the
aggregate of household incomes.
COST OF CREDIT
As discussed in Chapter 3, it is the cost of money rather than
the cost of lumber, that plays a decisive role in the
affordability of housing services. While it is impossible to
predict the level of interest rates to the year 2005, several
aspects of today's capital markets are setting the stage for
credit to home buyers in the future.
On the positive side, the sources of credit are expanding. In
the United States, a higher rate of savings caused by a large
cohort of mid-aged workers, will fortify the availability of
mortgage credit. The globalization and securitization of
securities, that has already served to enhance the supply and
competitiveness of credit, will continue. Residential loans
are now channeled through secondary markets, frequently to the
global capital market. The attractiveness of securities
backed by United States real estate exact a premium in the
international capital markets that will keep the margins
charged by financial institutions low. With so many sources
of credit available, the disintermediation of funds,
disastrous for the housing market in the late 1970's and
early 1980's, seems unlikely in the future.
The wild cards in the availability of future credit to the
housing market are the historically high United State's budget
and trade deficits. Supporting these deficits drains the
supply of money and has caused high real interest rates. To
date, the budget deficit has been significantly financed by an
inflow of foreign investment to the United States. If foreign
investment declines or if the deficit is not reduced, many
economists predict the escalation of both real and nominal
interest rates. One answer to the federal deficit that will
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be considered by the Legislature, is the repeal of the
mortgage interest deduction under the Tax Code. Such
legislation would be political dynamite, but if the mortgage
interest deduction is eliminated it would raise the effective
cost of financing a home by 28 percent (under the current
income tax rate) with devastating implications for the
affordability of housing.
CHOICE OF TENURE
The relative cost of owning versus renting was seen in
Chapter 3 as a significant factor in choice of tenure. The
small size of the baby bust generation should lower demand
and serve to ease prices for both starter owner occupied units
and rental units. Other factors, however, will push rental
rates higher, thereby closing the affordability gap between
owning and renting.
Below market rental rates in the early 1980's were facilitated
by the favorable tax treatment offered in the 1981 Tax Reform
Act. The pertinent benefits were repealed in the 1986 Tax
Act. Rosen theorizes that this later Act reduced the
after-tax internal rate of return on investment in a typical
new apartment project by more than 50 percent compared with
the return under the 1981 Act. To restore returns to their
level before tax reform, rents would have to rise by 19
percent or purchase prices would have to fall by 16 percent.8
New apartment construction declined precipitously after the
1986 Act. In the next two decades, as excess supply is
eventually absorbed, apartment owners will be able to raise
rent to restore their return on investment. Accordingly,
changes in the relative cost of owning versus renting will
favor ownership.
REPLACEMENT OF THE HOUSING STOCK
As the age of America's housing stock rises, replacement and
conversion will be a more significant element in demand for
housing. As was discussed earlier, more than 50 percent of
the housing units are 40 or more years old. Many would argue
that as economies have been taken in construction methods and
materials since World War II, the useful life of new
residential structures is declining. The general aging of the
housing stock and the declining useful life of additions to
the stock suggest that demand for housing units created by
depreciation will increase.
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2- Haub, Carl. "Understanding Population Projections",
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6- Wheaton, William C. and Ronald F. Ferguson. "The
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CHAPTER 6: Implications for the Housing Market
Residential real estate is driven by a complex matrix of
variables, not the size of a single population cohort.
Although the real estate community has great expectations for
the baby boom's ascendence to the move up housing market, the
baby boom will be influenced by the options and opportunities
afforded it by the overall housing market. As has been
demonstrated, demand for housing depends upon:
1. Demographic trends in age, growth, and distribution of our
population.
2. Social attitudes and preferences about marital status,
living arrangements, and fertility.
3. Economic forces such as growth in real income, cost of
credit, the price and availability of housing, and the
perception of the home as an investment.
The demographic picture is clear. The United States'
population of housing consumers, individuals 18 years or
older, will grow slowly at approximately one percent per year.
The aggregate demand for housing will be stable. Young, entry
level housing consumers will decline in numbers with the
coming of the baby bust generation. Mid-aged, move up housing
candidates will increase significantly in numbers with aging
of the baby boom. Mid-age fertility will increase, resulting
in more families with children, frequently with more financial
means than families with children of past generations.
Household size will stabilize.
Social attitudes and preferences about marital status and
living arrangements is poised for change. The trends in
independent lifestyles established in the 1970's and 1980's
will begin to reverse. Relationships will be less cavalier.
Although the postponement of marriage until the late 20's or
early 30's will probably continue to be popular, there will be
increased commitment among unmarried couples; the housing
consumption patterns of these households will increasingly
resemble the housing consumption patterns of young, family
households. The trend in unbundling of households through
divorce will decline. Headship rates will stabilize or
decline.
As the work force matures, the United States' economy will
gain important advantages for economic prosperity.
Productivity and personal savings will rise as the baby boom
aggregates to the prime earning years of the career cycle.
Fewer entry level workers will enjoy less competition and more
opportunity for employment. Household income, buoyed by
general prosperity and multiple wage earners, will rise.
The cost of housing will be depressed by fundamental
demographic changes. It is demand rather than inflation that
is the primary push in housing prices, and a stabilized market
of housing consumers will stabilize prices. Without the
escalation of prices that delighted home owners of the last
two decades, the potential for capital gains and the
perception of home ownership as an investment vehicle will
diminish. Expenditures on housing services will be
increasingly scrutinized as a consumption expenditure. The
housing stock will be utilized more efficiently.
Choice of tenure is decided primarily by type of household,
income, and relative cost of owning versus renting.
Individual households are more than twice as likely as family
households to occupy rental housing units. The growth in
rental housing over the last two decades was centered on the
baby boom coming of age and non-family household formations.
In concert with the decline of the age 18 to 35 age cohort and
a trend towards more permanent relationships, the traditional
consumers of rental housing will decline in number. At the
same time, the increase in family households that will be
caused by the baby boom reaching mid age, will stimulate
demand for owner occupied housing.
Choice of tenure will be enhanced by a convergence of the cost
of renting and owning. Of all categories of owner occupied
housing in the next 15 years, starter units will have the
greatest vulnerability to declining prices due to demographic
shifts. America's stock of starter homes is an artifact of
the baby boom's entry in to the home ownership market, and
will exceed the anticipated demand of the smaller baby bust.
Simultaneously, rental rates will rise. Without the tax
incentives of legislation like the 1981 Tax Reform Act, the
production of new rental units is tied to real economic return
on investment. New production of rental units, at a level
necessary to match depreciation and absorption, can only be
justified with higher rental rates. The relative cost of
owning versus renting will once again decline as it did
following World War II. Home ownership will rise.
The anticipated rise in household income should give household
more "choice" in their choice of tenure. Increasingly, even
among non-family households, financial wherewithal will
facilitate the fulfillment of the American dream, home
ownership. Rental housing will be skimmed of its most
affluent tenancy. The ratio of renter's income to rent is now
declining which suggests that rental units will increasingly
be associated with the poor.
The baby bust is in a very enviable housing position as it
begins to form households. Home ownership will be affordable
and within the reach of a high percentage of young households.
The availability of inexpensive housing may facilitate
household formation by the baby bust. This would positively
affect headship rates and will serve to mitigate the decline
in headship attendant to social changes.
The baby boom cohort will possess many of the attributes that
have pushed previous generations to larger and more expensive
homes. The baby boom now appears to be family oriented as
past generations have been, although a family lifestyle was
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relatively unpopular with the baby boom in their earlier
years. More people than ever are getting married. Children,
once thought to be shunned by the baby boom, were simply being
postponed. In addition to gains in household size and
stability, the baby boom will enjoy increased household income
by virtue of their tenure in the labor market and continued
trend towards dual income families. In short, household size
increases and expanding financial means will motivate and
enable the baby boom households to upgrade their housing.
The move up housing market of the next fifteen years, however,
will be different from the market of the last two decades. In
the 1970's and early 1980's households stretched their
financial means to consume additional housing with the
expectation that capital gains would indirectly reduce their
ultimate cost. Annual expenditures on housing rose with, or
faster than, increases in annual household income. The move
up candidates of the baby boom, in contrast, will be forced to
peddle their starter homes to a buyer's market of baby bust
households in order to move up. Capital gain will be
disappointing. After being disenchanted by the return on
their first housing investment, the baby boom will view the
investment attributes of home ownership with a jaundiced eye.
The desire for larger and higher quality homes will be in
place, as will the income to support same, but move up housing
for the baby boom will pursued tentatively and with less
elasticity than previous generations exhibited.
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APPENDIX
TABLE 2-8
Housing Characteristics by
1985:
type of Structure and Occupancy
TOTAL OWNER RENTER
Single Family Detached 55,076 46,703 8,373
Single Family Attached 4,102 2,211 1,890
Multi-Family 24,492 3,296 21,169
Source: U.S. Bureau of the Census, current Housing Reports,
Series H-150-85, American Housing Survey
Table 2-12
Occupied Housing Units by Tenure
(thousands)
Year Total Owner Renter
Units Occupied Occupied
1930 29,905 14,280 15,624
1940 34,855 15,196 19,659
1950 42,826 23560 19,266
1960 53,024 32797 20,227
1970 63,445 39886 23,560
1980 80,390 51795 28,595
1985 88,425 56145 32,280
Source: U.S. Bureau of the Census, Census
of Housing: 1980 and American
Housing Survey: 1985.
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TABLE 2-13
Expectation of Life at Birth
Year Male*Female Ratio
(years)
1950
1955
1960
1965
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
65.6
66.7
66.8
66.8
67.1
67.4
67.4
67.6
68.2
68.8
69.1
69.5
69.6
70.0
70.0
70.4
70.9
71.0
71.2
71.2
71.3
71.5
71.1
72.8
73.1
73.7
74.7
75.0
75.1
75.3
75.9
76.6
76.8
77.2
77.3
77.8
77.4
77.8
78.1
78.1
78.2
78.2
78.3
78.3
0.923
0.916
0.914
0.906
0.898
0.899
0.897
0.898
0.899
0.898
0.900
0.900
0.900
0.900
0.904
0.905
0.908
0.909
-0.910
0.910
0.911
0.913
Source: U.S. Nationa Center for
Health Statistics, Vital Statistics
of the United States, annual.
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TABLE 3-2
New PrivateLy-Owned Housing Units Started
Moving Averages
Total
Year Units 5 Year 10 Year
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1,252
1,313
1,463
1,603
1,529
1,473
1,165
1,292
1,508
1,467
1,434
2,052
2,356
2,045
1,338
1,160
1,537
1,987
2,020
1,745
1,293
1,084
1,063
1,703
1,749
1,741
1,805
1,620
1,432
1,476
1,447
1,412
1,393
1,381
1,373
1,551
1,763
1,871
1,845
1,790
1,687
1,613
1,608
1,690
1,716
1,626
1,441
1,378
1,378
1,468
1,612
1,724
1,407
1,425
1,499
1,588
1,632
1,613
1,582
1,619
1,688
1,740
1,767
1,753
1,657
1,527
1,493
1,534
1,592
1,619
1,582
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Source: U.S. Bureau of the Census,
Construction Reports, Series C-20.
TABLE 3-9
Characteristics of Household Inventory: 1980 and 1970
NUMBER OF HOUSEHOLDS
TYPE OF HOUSEHOLD
Owner Occupied Renter Occupied
1980 1970 1980 1970
TOTAL ******* 52,516 39,886 * 27,556 23,560
2-OR-MORE-PERSON HOUSEHOLDS * 44,562 35,124 * 17,772 17,171
Married Couple Families 37,509 30,806 * 9,818 12,759
Under 25 --------------- 940 800 - 1,620 2,282
25 to 29 --------------- 3,131 2,252 - 2,137 2,408
30 to 34 --------------- 4,510 2,938 - 1,477 1,531
35 to 44 --------------- 8,115 7,097 - 1,520 2,154
45 to 64 --------------- 14,732 13,230 - 1,982 3,148
65 & over --------------- 6,082 4,490 - 1,081 1,236
Other Male Householder * 2,026 1,298 * 2,238 1,143
Under 45 --------------- 938 974 - 1,815 1,010
45 to 64 --------------- 713 - 305
65 & over --------------- 376 324 - 118 132
Other Female Householder * 5,027 3,019 * 5,716 3,270
Under 45 --------------- 2,015 2,159 - 4,321 2,899
45 to 64 --------------- 1,907 - 990
65 & over --------------- 1,104 860 - 405 370
1-PERSON HOUSEHOLDS **** 7,954 4,762 * 9,784 6,389
Male Householder * 2,692 1,329 * 4,282 2,604
Under 45 --------------- 1,040 708 - 2,674 1,998
45 to 64 --------------- 715 - 924
65 & over --------------- 937 621 - 683 606
Female Householder * 5,262 3,433 * 5,502 3,785
Under 45 --------------- 483 1,367 - 2,067 2,111
45 to 64 --------------- 1,530 - 1,194
65 & over --------------- 3,250 2,066 - 2,241 1,674
Source: U.S. Department of Commerce, Current Housing Reports,
Series H-150-80, General Housing Characteristics, Annual
Housing Survey: 1980, Table A-1.
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